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ABSTRACT

Predictors of 1997 Chapter 13 Bankruptcy
Comp letion and Dismissal Rates in Utah

by

David A. Evans, Master of Science
Utah State University, 2004

Major Professor: Dr. Jean M. Lown
Department: Fami ly, Consumer, and Human Development

The purpose of this study was two-fo ld. The first intention was to identify a
group of debtor characteristics that predicted discharge among Chapter 13 bankruptcy
filers in the district of Utah from 1997. The second objective was to use that same set of
characteristics to predict the likelihood of dismissal at three critical stages of the
bankruptcy process. Those stages were identified, first, as the period before the 341
hearing or meeting of creditors (n = 115 or 12.7%), second, before confirmation of the
debtor's repayment plan (n = 267 or 29.4%), third, the period after confirmation of the
plan and before discharge (n

=

286 or 31 .5%). Once the best group of characteristics was

discovered, the effects of demographic characteristics were compared against those of
economic debtor characteristics as predictors of the outcome of the Chapter 13 cases.
The results of the study show that demographic characteristics were, in general,
better predictors than economic factors of the disposition of the Chapter 13 cases within
the samp le. Discharged and dismissed debtors were found to have statistically

iv
significantly different levels of certain types of debts based on pairwise t-test resu lts.
Although limited to one district, this study was the first to examine the like lihood of
dismissal at three stages of bankruptcy prior to discharge. The study concluded that
single debtors, debtors with children, debtors with previous bankruptcies, and those with
hi gher levels of mortgage arrears were the most likely to be di smissed before completion
of th eir repayment plan. Plan completion was generally achieved by those with hi gher
job tenure and debtors with a mortgage. The results of the study support arguments
against changes in current bankruptcy law and warrant further investigation of low
Chapter 13 repayment plan completion rates in the district of Utah.
(83 Pages)
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CHAPTER I
fNTRODUCTION

Continuing a three-year upward trend, 1,625,208 American consumers filed for
bankruptcy protection in 2003 (American Bankruptcy Institute, 2004). Utahns currently
rank number one in the nation in bankruptcies per household. By the end of the 12 month
period ending March 31 ", 2004, one in every 36.5 households had filed bankruptcy in the
district of Utah compared to one in every 72.8 households nationally (American
Bankruptcy Institute, 2004; Anderton, 2004). A recent article in one of the local Utah
newspapers blamed credit card offers, large families and charitable contributions that go
unrecognized by lenders as the catalysts to this problem of insolvency (Deseret News).
The majority of Utah families (roughly 70%) belong to The Church of Jesus
Christ of Latter-day Saints, a faith known for its consistent advocacy of prudent financial
behavior. Members are often reminded to live within their means and to avoid debt
wherever possib le. However, those reminders, in recent years, were competing with the
credit industry's insistent offers to accumulate more and more consumer debt. Coupled
with unexpected financial setbacks, the burden of consumer debt was too much for many
of these families to shoulder (Sam Gerdano quoted in Anderton, 2004). Bankruptcy, for
some, may have been the family's only solution to circumvent swelling late fees and
unrelenting interest.
Nicknamed for its hard working citizens, the Beehive State faced the same
unemployment concerns as the rest of the nation during the recent economic recession.
Lown and Rowe (2003) found that job tenure among 1997 Utah bankruptcy filers was
sometimes reported in months, weeks and even days in the bankruptcy files they
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analyzed. Volatile financial and job markets had families scrambling for a way to
lighten incurred financial obligations.
Unfortunately, among Utahns, being number one in per-household bankruptcies is
nothing new. Not only are Utahns more prone to file bankruptcy, they rarely comp lete
the Chapter 13 repayment plans they initi ated to pay back a portion of their unsecured
debts (such as credit card and medical bills). A detailed exp lanation about each type of
bankruptcy will appear later in the study. For now, it is critical to understand that unlike
those who file for Chapter 7 debt liquidation and have their debt discharged right away,
Chapterl 3 debtors must complete a three-to-five-year repayment plan in order to have a
percentage of their unsecured, non-collateralized debts erased by the bankruptcy court.
Most debtors (70%) file a quick and easy Chapter 7 liquidation. But,
approximately 30% of all non-business (consumer) bankruptcy cases in the United States
are filed under Chapter l 3. Of those who file a Chapter 13 bankruptcy, only about 30%
complete their repayment plan and have their remaining unsecured debts discharged
(Whitford, 1994). When debts are discharged in bankruptcy, the debtor no longer has a
legal obligation to repay them. Utah's Chapter13 bankruptcy filing rate (40%) is higher
than the national average (30%). Lown and Rowe (2003) found a 26.5% Chapter 13
discharge (completion) rate in their study of Utah debtors who filed bankruptcy in 1997.
Braucher (200 I) suggested that a lack of research exists to identify socioeconomic
differences between debtors who complete the Chapter 13 process and those who do not.
The present study was designed to provide a clear profile of debtors whose cases were
dismissed (not completed) and of those whose cases ach ieved discharge. In addition, this

study aims to identify predictors of dismissed debtors at three separate stages of the
bankruptcy process prior to discharge.

Definitions

Chapter 7

Usually within six months of filing for Chapter 7, the debtor receives a notice in
the mail informing them that the debts that qualified for discharge have in fact been
cancelled. Consequently, the debtor is required to surrender certain kinds of property in
order to repay creditors. A few particular categories of property are exempt from seizure.
Some types of debt such as past due child support and back taxes survive bankruptcy and
debtors will still be obligated to repay those creditors (Leonard, 1998).

Chapter 13

Debtors who choose Chapter 13 must create a repayment plan based on their
disposable income to repay a portion of their unsecured debts. Debtor's repayment plans
are designed, in essence, to allow the debtor to pay a portion of their unsecured debts
while the remainder is discharged or erased.

Automatic Stay
The automatic stay is a legal barrier, initiated immediately after the bankruptcy is
tiled, that protects a debtor from the collection efforts of creditors. After proper notice is
given to the creditors, they are ordered to cease all efforts to collect from the bankrupt
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debtor. These efforts include phone calls, correspondence and legal proceedings such as
repossessions or foreclosures.

Meeting of Creditors or 341 Hearing
Approximately 20-40 days after the bankruptcy papers have been fil ed, debtors
are required to attend a meeting of creditors or face dismissal from court protection.
Creditors are invited to attend the 341 hearing but rarely do (Leonard, 1998). In Utah,
the most common creditors to appear at the hearing are the Utah State Tax Commission
and R.C. Willey Inc. (a local furniture retailer). The meeting usually lasts less than 15
minutes and can generally be handled wi thout the help of a lawyer (Leonard).
During the meeting of creditors the Chapter 13 trustee will ask the debtor specific
questions regarding property and finan ces. Although the trustee is not allowed to give
legal advice, he or she may suggest ways to help the debtor create a realistic budget. The
trustee can in some instances offer a reprieve if debtors miss one or more pl an payments.
At the meeting of creditors the trustee wi ll ask questions regarding future tax refunds, any
lawsuits the debtor has the ri ght to pursue, large payments made recently to creditors or
famil y members, and whether or not the bankruptcy petition was completed by someone
other than an attorney (Leonard, 1998).

Reaffirmation
Unless the debtor makes other arrangements with their credi tors (sometimes at the
341 hearing) they may lose some secured property, including their home, for the
repayment of their debt. This process is called reaffirmation and refers to an arrangement
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made with the creditor through which debtors are allowed to negotiate the exclusion of
certain debts from their Chapter 7 bankruptcy.

Exempt Property
Exemption limits on property restrict the seizure of any equity above the limit that
is considered non-exempt. The bankruptcy trustee can sell the property but is legally
required to give the exempt equity to the debtor and disburse the rest to creditors. In
Utah, the first $20,000 of equity in the debtor's home is exempt from seizure.

Cram Down
The option to reduce or "cram down" secured debts to the collateral value offers a
sizeable advantage to debtors who owe more to their lender than a particular item such as
an automobile is worth . Cram down in Chapter 13 means that debtors make less
repayment to secured creditors than Chapter 7 debtors who reaffinn (or repay their debt
outside of bankruptcy) because Chapter 13 debtors onl y repay the current value of the
collateral, not the remaining balance of the loan (Braucher, 1993). Cram down is not an
option for Chapter 7 debtors.

Repayment Plan
Once a debtor has chosen to file a Chapter 13 bankruptcy, post-filing income is
used as the source for creating the repayment plan. The debtor must devote all disposable
income to the plan for at least three but no more than five years . Disposable income is
defined as the debtor's remaining income after subtracting reasonab le expenses that are
necessary to maintain or support the debtor and their dependents (B raucher, 1993). It is
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possible for the length of the plan to be shorter if 100% of unsecured debts are repaid
prior to the three-year mark (Braucher) but in Utah it is more common for plans to be
designed to last five years.
Bankruptcy law requires that a good faith attempt be made by the debtor to pay
back a portion of unsecured debts. Chapter 13 repayment plans are generally devised
using one of two methods. The first is called a percentage plan. In the percentage plan, a
fixed share (e.g., 30%) of the debtor's unsecured debt is determined by the court as the
payback target. This is the segment of unsecured debt which the debtor will be required
to try to repay over the next three to five years. Once the percentage of debt to be repaid
is establi shed, a plan or budget is formed to accomplish the goal of repayment. The
length of the repayment plan varies according to the debtor's disposable monthly income
but Federal bankruptcy law sets the maximum length for a repayment plan as five years.
Another method of Chapter 13 budget creation is called a "pot" plan. Rather than
starting with a target percentage of unsecured debts to repay, the debtor's month ly
disposable income is detetmined and a timeframe of three to five years is chosen over
which enough money will be used from the pot to create a good faith repayment effort
from the debtor. The amount of money that is used to repay creditors is determined by
calculating the disposable income or in other words the difference between monthly
income and li ving expenses.

Dismissal
Approximately 70% of Chapter 13 cases fail to obtain a discharge (An1erican
Bankruptcy In st itute, 2004; Berman! & Flynn, 2000; Norberg, 1999). If a debtor fails to
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attend their first and only court hearing, known as the Section 341 hearing or meeting of
creditors, or fails to make the first payment, which they are required to bring to the 341
hearing, the trustee can and in most instances will file a motion to dismiss the case.

Confirmation
Before a plan is presented to the judge, it is scrutinized by the Chapter 13 trustee
or a member of his or her staff. Debtor's counsel and the trustee's office know from
experience which plans are likely to be confirmed by the judge and which ones will not
(Braucher, 1993). If the debtor's repayment plan meets the minimum criteria for
confirmation, the trustee approves the plan and awards confirmation without a hearing.
Plans that require the approval of the bankruptcy judge are either approved at a
confirmation hearing or directed by the judge to be re-configured for any number of
reasons.

Forced Chapter JJs
One of the reasons a debtor may have chosen Chapter 13 over Chapter 7 may be
because they received a Chapter 7 discharge within the past six years and thus were
ineligible to file another Chapter 7 until more time had elapsed. Other reasons why a
debtor might choose a Chapter 13 rather than Chapter 7 may be that priority (nondischargeable) debts such as delinquent taxes, child support, alimony, and student loans
can be repaid through the court supervised repayment plan. If the debtor has home equity
sufficient to exceed the exemption law and desires to remain in the home despite owing
arrears to the lender, filing a Chapter 13 may be used to prevent foreclosure.

The Problem

Problem Statement

Recent congressional efforts directed at bankruptcy reform propose to force
Chapter 7 debtors whose income exceeds a designated threshold to file for Chapter 13.
Evidence shows that Chapter 13 debtors are no more capable of repaying their debts than
Chapter 7 debtors (Sullivan, Warren, & Westbrook, 1989, 2000). For many Chapter 7
debtors, even after discharging their unsecured debts, monthly expenses exceeded
monthly income (Lown & Rowe, 2003).
With such low percentages of filers accomplishing the demanding task of
completing a Chapter 13 bankruptcy and considering the fact that Chapter 7 and 13
debtors' repayment capacities are similar, the proposed legislation is clearly not based on
empirical research. Requiring more debtors to file a Chapter 13 bankruptcy may actually
decrease the already low rate of repayment plan completion. Low completion rates and
the inability to pay off past due support payments early in the plan, have been shown to
significantly reduce the likelihood of women ever being paid child support in full
(Warren, 1998). No research has been conducted, however, that compares the
characteristics of debtors who complete their Chapter 13 bankruptcy repayment plans to
those whose cases were dismissed. Such a study is needed in order to evaluate the
validity of the proposed bankruptcy reform.
Also evident in the low completion rates of Chapter 13 bankruptcies is the need
for an evaluation of debtors who drop out during their three-to-five year repayment
period. If more debtors will be required to file for Chapter 13 bankruptcy in the future,
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bankruptcy professionals should be aware of the changes that may need to occur in the
current system in order to prepare for the effects of the proposed legislation. Similarly
informati on about the characteristics of debtors who fail to achieve discharge can be used
to develop reforms that might improve the performance of the bankruptcy system.

Purpose Statement

In order to make the current bankruptcy system more efficient by improving the

Chapter 13 discharge rate, it is important to understand more about why Chapter 13
debtors drop out of the system prior to discharge. The purpose of thi s study was to
determine whether demographic or financial debtor characteristi cs best predicted who
would complete and who would not complete their Chapter 13 repayment plans.
Demographic and fin ancial characteristics of debtors were also exam ined to determine
which of these identifi ers best predicted the likelihood of a debtor dropping out before
completion of the repayment plan.
Although Utahns may be more likely to attempt repayment of a portion of their
unsecured debts, completion rates of those repayment plans are lower than the national
average (26.5% vs. 30%). The effects of low completion rates in Chapter 13 repayment
plans weigh most heavily upon single women with children who depend on support
payments from ex-spouses in order to stay afloat financially. Using a random sample of
bankrupt Utah debtors from 1997, this study illuminates the defi ning characteristics of
those who fail to complete their repayment plans at three part icular phases of the Chapter
13 bankruptcy process.
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Research Questions

Ql. Do debtor's economic characteristics predict bankruptcy completion rates
better than demographic and family characteristics?
Q2. Which characteristics of Chapter 13 debtors best predict the dropout rates at
each stage (pre-hearing, pre-confirmation and post confirmation) of the bankruptcy
process?

Research Hypotheses

Due to the paucity of previous research, only a few tentative hypotheses are
proposed in this study.

Sociodemographic Characteristics

1. HA: Single debtors will be more likely to have their case dismissed than
maiTied and divorced debtors.
2. HA: The presence of children will increase the likelihood of dismissal from Chapter
13 bankruptcy.
WaiTen and Tyagi (2003) posit that the single best indicator of family financial
trouble is the addition of a child to the household. Despite the marginal benefits of
economies of scale, since all disposable income is devoted to plan payments, the higher
probability of unexpected expenses among larger families contributes to the increased
likelihood of dismissal.

II

3. HA: Debtors with one or more previous filings are more likely to attain a discharge.
Norberg (1999) found a posi tive relationship between completion rates and the
existence of one previous filing. He concluded that debtor's ability to understand the
bankruptcy process and prepare themselves for any upcoming pitfalls may increase their
likelihood of attaining discharge.

Economic Characteristics

4. HA: The level of per-capita income will be positively associated with the likelihood of
Chapter 13 discharge attainment.
Due to larger families in Utah it is likely that greater family size variation will
exist and that per-capita income will play a significant role in the prediction of
completion rates.
5. HA: The likelihood of attaining discharge is negatively associated with the debtor's
remaining monthly income after the trustee has been paid.

A diminishing amount of money left over each month for emergencies or
common expenses will leave the debtor vulnerable to case dismissal. The most
commonly reported reasons for debtor dismissal in Braucher's (1993) study were
infeasible budgets.
6. HA: Secured debt levels are positively associated with plan completion.
Norberg (1999) found a significant, posi tive relationship between non-mortgage
secured debt levels (i.e. primarily amounts due on auto loans) and completion rates. This
association is likely due to the vested interest of the debtor toward their possessions.
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7. HA: Debtors with priority debts (i.e., back taxes, child support, etc.) and mortgage
arrears are more likely to drop out between confirmation and discharge. It is expected
that debtors with priority and mortgage debts will drop out once these debts are repaid .
At this point there is less incentive to continue making monthly trustee payments.
The opinion oflocal bankruptcy professionals is that once mortgage arrears are
paid, the debtors' marginal cost of completing a bankruptcy is greater than the marginal
benefit and thus they cease making payments to the trustee (K. Anderson, personal
communication, December l 0, 2002). Foreclosure or repossession is no longer
imminent, the IRS and the Utah State Tax Commission have been satisfied, and
unsecured creditors may have already written off the debts as a loss.
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CHAPTER2
LITERATURE REVIEW

This chapter will discuss the most recent scholarly works devoted to the study of
Chapter 13 bankruptcy completion rates. Most of the consumer bankruptcy literature is
published in law review journals where empirical studies are not a requirement. Limited
research exists on some aspects of Chapter 13 bankruptcy, but only three studies are
dedicated to explaining completion rates among debtors (Norberg, 1999; Sullivan et al.,
1989, 2000). Only literature with a clear connection to Chapter !3 bankruptcy
completion rates will be included in this review.

Local Legal Culture

Chapter 13 Filing Rates

This study would not be complete without a review of the recent literature
devoted to the study of consumer bankruptcy practices that vary between districts . These
practices are conunonly known as local legal culture and they have a surprising impact on
the disposition of Chapter 13 cases (Braucher, 1993). As evidenced above, differences in
completion rates can occur between and within federal bankruptcy districts and even the
cities within those districts and the courts within the cities (Braucher; Sullivan et al.,
1989; Whitford, 1994).
Although bankruptcy is governed by federal law, local practice plays a major role
in the interpretation and implementation of bankruptcy law (Braucher, 1993 ; Whitford ,
1994). Whitford provided two examples to support his claim that bankruptcy is run at
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local rather than national levels. For example, Chapter 13 filings as a percentage of
total non-business filings in the First Bankruptcy Circuit range from 7% in Rhode Island
to 80% in Puerto Rico. Chapter 13 filing rates vary within federal circuits as well.
Chapter 13 filings as a percentage of total non-business filings in the Southern District of
Alabama are 34% compared to 67% in the N01thern District. Whitford also points out
that variation exists within the types of Chapter 13 cases filed by showing how federal
bankruptcy districts vary in their percentage payback plans.
Braucher (1993) conducted 45 interviews with consumer debtor lawyers in four
cities within two bankruptcy districts. In addition, she interviewed four standing Chapter
13 trustees, one Chapter 7 trustee, one director of a credit counseling agency, five
business bankruptcy lawyers and one legal aid attorney within those same political
boundari es (Braucher). Several lawyers and two of the trustees believed that some
debtors had to file a risky Chapter 13 before erasing their debt in a Chapter 7. This,
Braucher argues, should not have to happen. She believed that the debtor should be
warned of the risks of Chapter 13. Once the debtor is properly informed, they will be less
likely to want to assume that risk and avoid the time and expense of a failed Chapter 13
plan by filing a Chapter 7 bankruptcy instead. According to some of the lawyers in
Braucher's study, occasionally debtors will file a Chapter 13 to keep their options open in
case they incur too much future debt. This type of planning is not possible for Chapter 7
debtors because the code restricts them from filing another Chapter 7 bankruptcy for
another six years.
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Lawyer's Fees

Clearly, some debtors are not being represented in a way that meets their
individual needs. In Braucher's (1993) study, some lawyers admitted that they take
advantage of the ignorance of their clients and capitalize on the client's desire to repay
something to their creditors. She goes into considerable detail to explain the complicated
fee structures of the lawyers in her study. Chapter 13 fees are generally higher than
Chapter 7 because of the increased amount of work that is required.
In Utah, Chapter 13 debtors are only required to pay fees that are specifically
authorized by the courts. If a case is dismissed at the 34 1 hearing, the debtor's counsel is
awarded $1,000 in fees by the bankruptcy court. Because, the case dismissed so early in
the bankruptcy process, it is unlikely that the debtor made a payment, so there are no
funds from which to pay the attorney's fees.

If the case is dismissed after the 341

hearing and before the confirmation, the lawyer is awarded $1,000 in fees. When a case
is confirmed by consent (or goes uncontested by the judge), the lawyer receives a fee of
$2,000. However, if the judge contests the repayment plan, the lawyer is only awarded
$1,600.
Braucher ( 1993) claims that neither Chapter 7 nor Chapter 13 debtors are
economically able to repay most of their debts in bankruptcy, and that the local
professionals in her study are doing all they can to squeeze as much repayment out of
each debtor as possible. Braucher's study illustrated how the federal bankruptcy system
varies among districts and even courts within districts. The evolution of the current
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bankruptcy system has long been in the making and is typically based on the beliefs
and preferences of the local trustees and judges.

Repayment Plans

Some judges and trustees interviewed by Braucher (1993) informally established
a floor percentage that was well known to local professionals. Of the districts in
Braucher's study, the lowest percentage plans were found in Dayton and Austin where
debtors were expected to pay I 0% and 25%-33%, respectively, in their plans. On the
other hand, debtors in Cincinnati and San Antonio were required to propose to repay 70%
and 100% of their unsecured debts in order to have their respective plans confirmed.
Most of the lawyers in Braucher's (1993) study (except those in San Antonio) had
accepted the floor percentage and rarely challenged it. In fact, most of them desi gned
plans that required greater repayment than the accepted percentage. Their reasoning was
three-fold: (I), it may have been necessary to increase the percentage paid to unsecured
creditors in order to meet the best interest test; (2), there may have been adequate
disposable income to warrant an increase in the repayment plan; and (3), some clients
wanted to make 100% repayment to unsecured creditors, regardless of their income
(Braucher).
Braucher (1993) suggested that under a neoclassical economic model, one would
expect the number of Chapter 7 filings to respond positively to an increase in the
minimum expected repayment percentage of Chapter 13 repayment plans within that city.
However, only two of the four citi es met that expectation; Cincinnati, where debtors filed
fewer Chapter 13 plans than Chapter 7s and the fl oor percentage is 70%; and Dayton,
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where the floor percentage is I 0% and more debtors file Chapter 13s than 7s (see
Table 1). In Austin the percentage plans range from 25% to 33% repayment and more
debtors in that district fil e Chapter 7 bankruptcies. Finally, in San Antonio where the
percentage payback for Chapter 13 plans is set at 100%, debtors are more likely to fil e a
Chapter 13 plan than they are a Chapter 7. The latter two districts' counterintuitive filing
rates demonstrate the dominance o f local legal culture within the federal bankruptcy
system. Based on statements made by lawyers in Braucher's study, the most common
reason for incomplete repayment plans among Chapter 13 debtors were overly
demanding plans and the effects of unexpected expenses (i.e., car repair and medical
expenses). Many lawyers said they created a repayment plan by first detem1ining how
much the monthly payments must be to satisfy the local confiml3tion demands and then
worked backwards to the actual plan.
This type of philosophy mi ght work for a nutritionist with a target weight for their
client but it is unlikely to work efficiently in budget creation. The nutritionist could work
backwards from the target food plan to see where their client could cut out certain fatt y
foods. The lawyers in Braucher's (1993) study, however, are dealing with real monthly
obligations and must decide how much the client will be allowed to spend on clothing,
food and other variable expenses. Only one of the four trustees in Braucher's study
scrutinized the plans before confirming them. Some lawyers freely admitted that the
repayment plans they created were pure financial fiction rather than a realistic analysis of
income and expenses (Braucher).
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Table 1
Chapter 13 Floor Percentages and Dominant
Case Filings in Four Cities (Braucher. 1993)
Floor percentage Dominant case

City
Austin, TX

25% to 33%

Chapter 7

San Antonio, TX

100%

Chapter 13

Dayton, OH

10%

Chapter 13

Cincinnati, OH

70%

Chapter 7

Completion Rates

Norberg (1999) analyzed a sample of71 cases in the Southern District of
Mi ss issippi to identify factors related to Chapter 13 completion rates. Forty-eight (68%)
of the cases fail ed to complete their repayment plans and were dismi ssed while 23 (32%)
received a di scharge of their remaining unsecured debt. Among the 48 dismissed cases in
that sample, the court dismissed 13 (18%) prior to plan confirmation and 36 (49%) after
plan confirmation. Of the 36 confirmed cases on ly 14 (40%) received a discharge of their
remaining unsecured debts.
In their landmark study, Sullivan et al. (1989) found that only 32.4% of the wage
earner Chapter 13 debtors in their samp le consisting of ten districts in three states had
completed their repayment plan and received a discharge. Among the 481 wage earner
debtors (i.e., debtors who were not self employed) studied by Sullivan et al. (1989), 396
(82.3%) made it to confinnation. Six cases were dismissed, 18 switched to Chapter 7,
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and 61 cases were termed "troubled." Troubled cases were those fac ing a pending
dismissal or that were in transition to a Chapter 7 at the time of data collection.
All cases in the Sullivan et al. (1989) study were filed in 1981. Data collection,
however, was completed by June 1985, leaving some fi les still open. The authors
acknowledged this limitation and recognized that some of the !56 "still paying" cases
co uld have been subject to dismissal. Cases that were troubled post confirmation could
make their way back into the "still paying" category. In conversations with judges and
lawyers, Su llivan et al. ( 1989) found that the latter "come back" scenario happens rarely,
if ever. They concluded that the number of cases still paying or discharged was
necessarily overstated because there was still time for the debtors to drop out . One
hundred fifty-six cases (32.4%) were either still paying or had received a discharge at the
time the data were collected and l 01 cases (2 1%) had achieved confim1ati on but were
later dismissed.
Braucher (1993) stud ied noncompletion rates in four federal bankruptcy di stricts:
Austin, Texas, Dayton, Ohio, Cincinnati, Ohio, and San Antonio, Texas. Unfinished
repayment plans were common in all four of the districts that she studied. In Austin, 80%
of the cases never received a discharge. More than half(55 %) of the Chapter 13 cases
filed in Dayton, and 40%-45 % of cases filed in Cincinnati failed to achieve discharge. In
San Antonio 35%-40% of confirmed cases fell short of discharge. In Dayton, 70% of
confirmed cases were di scharged if automatic payroll deduction was used for collection
of payments (Braucher; see Tab le 2).
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Table 2

Chapter 13 Case Outcomes in Four Studies
Author

Location

Discharged

Dismissed

Norberg

Northern District of
Mi ssissippi

32%

68%

Sullivan, Warren and
Westbrook

Texas, Illinois and
Pennsylvania

32%

68%

Whitford

National

31%

69%

Braucher

Austin, TX
San Antonio, TX
Dayton, OH
Cinci nnati, OH

20%
60%-65%
45%
55%-60%

80%
35%-40%
55%
40%-45 %

Norberg (1999) reported that 18% of cases in Southern Mi ss issippi were
dismi ssed without confirmation whi le nearl y one third of the cases completed their plan
and received a discharge. According to Whitford (1994) in some parts of the country
over 80% o f closed Chapter 13 cases were c losed for reasons other than plan compl etion
(i.e., dismissed). Whitford also reported that the average rate of cases being discharged
was only 3 1% across the country (see Table 2).

Predictors ofPlan Completion

Sociodemographic Predictors
On occasion, research in regard to bankruptcy will include soc iodemographi c
characteristics to explain the rates at which Americans file for bankruptcy, but those
studi es were usually the exception to the rule. Warren (2002) pointed out that more
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women will have filed bankruptcy in 2003 than wi ll have graduated from four year
colleges, received a diagnosis of cancer, or have filed for divorce. Clearly, demographics
play a large role in telling the story of bankruptcy.
The share of women filing for bankruptcy alone has been steadily increasing si nce
the early 1980s. Sullivan and Warren (1999) reported an increase of more than 900%
over roughly two decades of women filing alone in bankruptcy. These women filers
were found to be fairly representative groups of the American middle class as a whole,
although their education leve ls were higher than the general population. Most of the
women were employed when they filed. They worked in common industries and
occupations as the rest of the middle-class. Their incomes matched those of women not
in bankruptcy and about half were homeowners (Warren, 2002; Wiseman, 1989).
The chief distinctions among women in bankruptcy as compared to the population
as a whole were income interruptions and medical problems (Warren, 2002). The types
of income interruption reported by the debtors themselves were job loss, layoffs, being
fired, and the effects of downsizing and outsourcing or some other form of involuntary
unemployment. Medical problems included their own or those of a child or parent for
whom they provided care.
In terms of filing status, debtors with completed plans in Norberg's (1999) study
were more likely to have filed once previously and proposed shorter repayment plans
than did their unsuccessful counterparts. No previous research explored the associations
between occupation and discharge.
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Economic Predictors
Norberg's (1999) study did not find a correlation between income and the
likelihood of discharge. Neither debt-to-income ratios nor household incomes were
statistically significant predictors of plan completion. These findings suggest that
completion rates can be better explained by the nature of the debt, not simply its quantity
or proportion in relation to income. Norberg also examined the differences in plan
payments between, as he deemed them, successful and unsuccessful debtors and found no
statistically significant difference between the two groups.
Surprisingly, even the mean levels of retained income (plan payments subtracted
from monthly household income) did not influence the likelihood of discharge among
debtors in hi s study. It appears as if income has little impact on plan completion;
however, Norberg failed to evaluate the impacts of per-capita income on the disposition
of the cases in his study.

Debts and Assets
A statistically significant positive relationship was found between the debtor's
mean secured debt levels and plan completion in Norberg's study. This finding
suggested that debtors with encumbered property such as an automobile may have had
higher completion rates because of their incentive to retain their property. Various
research has been conducted on the types of debts and assets associated with chapter
choice or filing rates among debtors in different regions of the country, however, this was
the only study with a direct link to completion rates.
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Summary of Literature Review

As evidenced by previous research, debtors stop making their payments to the
trustee for a number of reasons. Because the debtor's entire monthly disposable income
is allocated each month to pay the trustee, any unexpected financ ial expenses may cause
failure to make the trustee payment and thus result in dismissal. Many debtors file
bankruptcy because they are unable to pay hospital or credit card bills or because they
lost their j ob (Sullivan et al., 1989, 2000). Hi gh credit card debts may be a consequence
of excessive medical bills and no emergency fund s to cover them. Consequently, the
medical conditions that forced these debtors to file bankruptcy initially may be causing
continual loss of income and financial burd ens after the filing.
Some debtors may fil e a Chapter 13 with no intention of completing their
repayment plan and achieving discharge (Berman! & Flynn, 2000). If a debtor is behind
on their mortgage they can use Chapter 13 as a means to catch up on those payments.
The same is true for a debtor who owes money to the Internal Revenue Service (IRS) and
files bankruptcy to gain some breathing room and a chance to repay. Once the debtor's
arrears or back taxes are repaid they have little incentive to continue making their
monthly trustee payment.
Debtors who choose Chapter 13 bankruptcy are more likely to have a home
(Norberg, 1999). The bankruptcy code allows Chapter 13 debtors to keep their home and
repay mortgage arrears within the plan. Automobile debts are another reason to fil e
Chapter 13 . If the value of the car exceeds exemption levels it could be sold in a Chapter
7 whereas in a Chapter 13 , the debtor can cram down the debt and get caught up on
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arrears. Debtors may not have a choice of filing a Chapter 7 because they have fallen
behind on secured or priority debt payments (i.e., mortgage arrears or child support).
Once such obligations are repaid, however, little incentive remains to follow through with
the Chapter 13 repayment plan.
Research in regards to completion rates of Chapter 13 repayment plans suggest
that although consumer bankruptcy is administered by the federal government, local legal
culture plays a significant role in the overall outcome of each case. Even in districts with
extremely high expectations in terms of payback percentages, debtors were prone to file
more Chapter 13 bankruptcies than Chapter 7s. Discharged Chapter 13 cases were
associated with the presence of just one prior bankruptcy filing and higher levels of
secured debt.
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CHAPTER 3
METHODS

This chapter describes the research methods used to conduct the study.
Dependent and independent variables are defined in this chapter, but further discussion of
the components of each occupational category can be found in the Appendix.

Population and Sample

A random sample of954 Chapter 13 bankruptcy cases filed in 1997 was extracted
from the imaged files on the PACER system and recorded in an Excel spreadsheet.
Using a random sample allowed the research to be generalized to a broader population, in
this case, all Utah debtors who filed for Chapter 13 bankruptcy during 1997. Cases were
excluded from this study if the debtor originally filed a Chapter 13 bankruptcy and then
converted the case to a Chapter 7. Small business failures were identified in the data set
by various indicators such as large amounts of secured debts (n = 13). Those cases were
examined in the PACER system and were eliminated from the study if the majority of the
debts were associated with the business. Cases with missing debt, income and expense
variables (n = 32) were excluded because they did not provide enough information for
meaningful analysis.
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Instrumentation

Determining Drop-out Rates at Three Stages of the Bankruptcy Process

The idea for further exploration of dismissed debtors stems from the question of
who drops out of Chapter 13 bankruptcy when, and, why? There is very littl e research on
the topic. Sullivan eta!. (1989) identified certain stages of the bankruptcy process at
which debtors were vulnerable to dismissal. The stages of bankruptcy chosen for this
study were guided by discussion with local bankruptcy professionals and limited previous
research. For example, one of the standing trustees for the bankruptcy district of Utah
believed that nearly one quarter of all Chapter 13 debtors fail to appear at the 341 hearing
or meeting of creditors in this district so that stage was included.
Cases included in stage one of the Chapter 13 bankruptcy process were selected
from the existing sample. Each case in the PACER system contained a docket report
which provided links to court documents pertaining to the case. To detennine wheth er
the debtor was dismissed prior to the 34 1 hearing or meeting of creditors it became
necessary for the researcher to analyze the docket report for each case.
If the docket report did not contain a document entitled "notice of34l hearing"
(which indicated that the case was heard) the "notice of dismissal," indicating di smissal
from the automatic stay and court protection, was investigated to determi ne why the case
was dismissed. In all cases, the debtor was either absent or failed to make their first plan
installment. These cases were classified as "pre-hearing" dismissals.
If the case had been heard by the tru stee at the 341 hearing but did not include a
"notice of con firm ation," ind icating the court's approval of the proposed repayment plan,

27
it was categorized as a " pre-confim1ation" dismissal. The third stage of Chapter 13
bankruptcy was identified if the PACER system docket report contained the notice of
confirmation document and a notice of dismissal. The cases with thi s designation were
coded as post-con firmation drop-outs.

Data

The original data collection of the 1997 cases took place in 200 I making it
possible to record the five-year outcomes of Chapter 13 cases (Lown & Rowe, 2003).
Further data cleaning was necessary before stati stical procedures could be performed for
this study. A team of research ass istants and others performed the task of checking each
variable for every case and making corrections when necessary. Except for data
pertaining to the different stages of Chapter 13 bankruptcy, itemized priority debts (i.e.
back taxes and child support) and the age of the oldest child, all data co ll ection was done
prior to the initiation of this study by research assistants for a prev ious study of Utah
debtors who filed for bankruptcy in 1997 (Lown & Rowe). The units of analysis for this
study were the public bankruptcy files, accessed through the Web-PACER system on the
Internet. The PACER system contains imaged bankruptcy records for all Utah debtors'
files. Access to the files was granted by the chief bankruptcy judge for the federal district
of Utah and all fees were waived.

Dependent Variables

A dichotomous dependent variable was used to measure repayment pl an
completion (discharge) rates in order to answer the first research question: Do econom ic
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debtor characteristics predict bankruptcy completion rates better than demographic
characteristics? The variable was coded as "I" if the Chapter 13 case was completed and
successfully discharged and "0" if discharge was not achieved. In all instances, cases not
receiving discharge were dismissed.
One multi-level dependent variable was used to answer the second research
question: Which characteristics of Chapter 13 debtors best predict the dropout rates at
each stage of the bankruptcy process? The first category, pre-hearing, included the
debtors whose cases were dismissed prior to the meeting of creditors or 341 hearing. The
second category, pre-confirmation, contained all cases in the sample that were dismissed
after the 341 hearing but prior to confirmation of the repayment plan. The third category,
post-confirmation, included all Chapter 13 cases dismissed after confirmation of the
repayment plan. Finally, the fourth category, which was used as the reference category in
the multinomial logistic regression model, was Discharge.

Independent Variables

A brief explanation of the reason behind the choices of the independent variables
found in this study begins this section. Demographic variables were not always found in
the PACER system files. Those demographics that could be gleaned from the files were
used whenever possible. For instance, only one third of the files contained any
information on the age of the debtors and none were required to include their education.
Neither was there any space provided for the debtor to report their gender. Best guesses
were made using the debtor's name and any other clues provided in the files such as the
word "waitress" in regard to gender assignment.
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Some economic variables were chosen based on previous literature, while
others were chosen for their connection with bankruptcy in general. These variables
included such common items as income level, estimated household expenses, mortgage
payments, secured debts, unsecured debts (for example medical bills), and priority debts
such as past due taxes, alimony and child support payments. Vehicle debt, child support
and alimony payments, mortgage arrears, and the debt-to-income ratio were selected due
to research questions and hypotheses generated for this research as well as for the initial
profiling of consumer debtors (Lown & Rowe, 2003). The following is an in-depth
description of how each variable was operationali zed.

Sociodemographics
Filing status. Debtors fall into two main filing status categories: individual or
joint filers . Debtors filing an individual bankruptcy were not always single debtors; some
were married. Individual filers were those who filed their bankruptcy alone. Joint fil ers
were those debtors who filed for bankruptcy with their spouse.
Dummy variables were created for male indi vidual filers, female individual filers,
and joint (married) filers. The individual male filers were coded with the number one and
any filing status other than male was coded as zero. Individual fema le filers were coded
as one and any other filing status was coded zero. And finally, joint filers were coded as
one and any other status was coded as zero.
Ages of the debtor and of their spouse (if applicable) were rarely available from
the docket reports of the PACER system. Only about one third of the cases in the 1997
sample reported the age of the primary debtor and few of the joint filin gs reported the age
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of the spouse. This lack of age information is com mon in the bankruptcy fil es
throughout the country.
Marital status. The marital status of the debtor was coded wi th three categories:

married, di vorced, and single. Married debtors included all those who reported their
marital status as such as well as those who were separated. Preliminary analysis of the
economic situations of marri ed and separated debtors did not produce any justifiable
reasons to separate them, so they were combined. Divorced debtors included those who
reported their marital status as divorced on the PACER system. Single debtors, however,
are a combination of those who reported bei ng single and those who were widowed since
widowed debtors were very few in number and were neither divorced nor married.
Dummy variables were created for the marri ed, divorced and single classifications
for exploratory analysis purposes. Married debtors were coded as one and all other
categories were coded zero. Di vorced debtors were coded with the number one and a ll
other categories as zero. And fi nall y, single debtors were coded as one and all others as
zero.
Household size. The household size variable was created by counting the number

of debtors on the bankruptcy petition (one or two) and adding that to the number of
dependent children listed on schedul e I of the Statement of Financial Affairs and
Schedul es. Cases in which the debtor was marri ed, but filed an individual bankruptcy
were adjusted to reflect the true household size which included both spouses even though
just one was filing. Of all married filers in the sample, 8.8% and 3.5% were respectively
males and females filin g an ind ividual bankruptcy.
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The variable "children" was created from the age of the oldest child. Data were
collected from the PACER system for all cases reporti ng the age of their dependents in
Schedule I. Ages of the oldest child ranged from less than one year to 41 years. The
presence of children vari able included all cases reporting a dependent from the age of less
than one year to 29 years. The decision was made to place the cutoff at age 29 because
there was a pattern of dependents leading up to that age and then larger, more
recognizab le gaps began to appear. It was assumed that debtors listed only those children
who were still dependent on their income.
Employment. The occupation of the debtor and their spouse (if applicab le) was

available on the PACER system files. Occupations of both the principal debtor and their
spouse were co llected for the initial profile study ofUtahns in Bankruptcy (Lown &
Rowe, 2003). Thi s study included only the occ upation of the principal debtor due to a
large amount of mi ssing information on the spouse's occupation. Some cases used the
business name of the employer to report the occupation while others included just the j ob
title. Those cases in which the occupation was unknown were investigated through
mediums such as the Internet and the phone book.

If the occupation cou ld not be

determined it was included in a classification labeled "miscellaneous. " The guidelines
used to classify the occupations were derived from the U.S. Census Bureau's Current
Population Survey. A list of the bureau's occupational codes was the reference for
classifying the occupations in the study (see Table 3).
The job tenure of both the filer and their spouse, where applicable, was recorded
originall y, but thi s study only included that of the principal debto r. Spouse 'sjob tenure
was too rarely reco rded, posing problems for the data analysis. Job tenure data were
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Table 3

How Occupations Were Operationalized
Occupational category

Construction and production

Professional and management

Sales and service

Other

Not working

Components
Installation, maintenance and repair
Construction and extraction
Transportation and material moving
Production
Equipment operator
Management business and financial operations
Education, training, and library
Community and social services
Computer and mathematical
Architecture and engineering
Arts, design, entertainment, sports, and media
Legal
Life, physical and social sciences
Sales and related
Office and administrative support
Bui lding and grounds cleaning and maintenance
Healthcare support
Food preparation and serving related
Protective services
Personal care and service
Self-employed
Miscellaneous
Military specific
Farming, fishing and forestry
Unemployed
Retired
Disabled

collected in terms of weeks in order to create a more versati le continuous variable.
However, that was later changed to job tenure in years in order to create a more useful
predictor of case outcomes.
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The previous bankruptcy fi ling variable was a dichotomy describing the
presence of at least one bankruptcy case filed within six years of the current petition. The
dual income variab le was a dichotomy reporting the presence of two income earners.
Each dichotomous variable reference value was coded as one and all other values were
coded zero.

In come and Expenses
In come. Monthly household income was a continuous variable that was reported
at the time of filing in Schedule I of the Statement of Financial Affairs and Schedules.
Per cap ita monthly income is the quotient of two continuous variables: monthly
household income and household size. A third income variable, remain ing income, was
generated based on the literature review. Norberg (1999) described remaining income as
that amount of monthly income left over each month after the Chapter 13 trustee has been
paid.

Expenses. Monthl y expenses ofihe household include all monthly obligations to
lenders, utility companies, insurance agencies, food , clothing, etc . The expense to
income ratio measures the share of income that is devoted each month to household
expenses. The housing payment variable is a total of all expenses dedicated by the
househo ld to the landlord or mortgage provider and is continuous.
The monthly Chapter 13 payment is the amount paid to the trustee each month by
the debtor. For the most part the monthly trustee payment is equal to the household
monthly income minus expenses.
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Debts and Assets
Total debt is the sum of all secured (home, auto, etc.), unsecured priority (back
taxes and child support), and unsecured non-priority (medical and credit card) debt held
by the debtor. Each component of total debt had its own dummy variable. Tax debt,
child support and alimony debt and student loan debt were all components of the
unsecured priority variable. Each variable was continuous with its own dummy variable
coded consistent to all other dichotomous variables in the study (0,1 ).

Mortgage debt. Mortgage arrears were collected for a separate study of Chapter
13 debtors attempting to determine the reasons why debtors chose repayment plans rather
than Chapter 7 bankruptcy (Lown & Llewellyn, 2004). A dummy variable for mortgage
arrears was created for this study reporting the presence of mortgage arrears and was
coded in the usual manner. Data were collected in regards to the amount of money each
debtor owed on their first , second and third mortgage. Total mortgage debt was equal to
the sum of each mortgage variable and was continuous. A dummy variable was created
to report the presence of multiple mortgages. The multiple mortgages variable was coded
one if the debtor had more than one mortgage and zero if the debtor had one or no
mortgage. The vehicle debt variable was a continuous variable and was the sum of all
debt owed for the purpose of purchasing a vehicle.

Assets. The home value variable was the value of the debtor's primary residence
minus II% (selling fees) of its value. The courts subtracted fees for the potential sale of
the home and used an II% flat rate for each case. This method of subtracting fees
up front is the court 's way of detennining the actual amount that could be distributed to

35
creditors upon sale of the home. The auto total variable was a sum of the values of
each vehicle the debtor owned.
Ratios. The debt to income variable was a continuous ratio of the total debts as a
percentage of income. The secured debt ratio measured the share of total debt that was
secured. The unsecured priority debt ratio was the share of the total debt that was
classified as a priority (i.e., back taxes and alimony). And finally, the unsecured nonpriority debt ratio was the share of total debt that was unencumbered by property or
priority status.

Design

The design of the research was cross-sectional and exploratory. Categorical,
continuous and ratio variables were designed to capture important concepts used in
previous research. Other variables were created exclusively for this study in an attempt
to explore their possibilities as predictors of discharge and dismissal.

Threats to Validity
The debtors themselves were often required to recall a considerable amount of
financial information while filling out the bankruptcy forms. Some law firms may have
provided assistance for this task, however the expertise of these individuals in regards to
budget creation is unknown. Some bankruptcy firms send the debtor home with a packet
of forms and assume that they will be filled out correctly by the debtor. Amateur record
keeping was the greatest threat to the reliability of the data used for this study. Despite
the concerns about the reli ability of some of the data in the bankruptcy files, lawyers,
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judges and trustees use them exclusively to make critical decisions regarding the
financ ial future of debtors in Utah and throughout the nation. For this reason, debtors
must swear that the data are correct.

Procedure and Analysis

Descriptive statistics were run for each variable. Chi-square measures of
distribution and t test measures of association were analyzed using the binomial
(dismissed or discharged) outcome as the dependent or comparison variable. These tests
revealed the first signs of association between the independent variables and dichotomous
dependent variable. t-test p values measured whether or not a statistically sign ificant
relationship existed between a particular continuous variable such as total debt and the
binomial outcome variable (discharge) in the popu lation. All statistical analyses were
considered significant at the .05 level.
Chi-square tests measured the associations between categorical variables and the
four categories of the multinomial dependent variable. A statistically significantp value
among these variables meant that at least one of the categories of the independent
variable was statistically significantly different from one of the categories of the
dependent variable.
Binary logistic regression was then used to generate the best set of independent
variables to predict a dichotomous outcome. This type of regression analysis was chosen
for its ability to use a mix of continuous and categorical variables to make the final set of
predictors. Finally, multinomial logistic regression was chosen in order to generate the
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best set of predictors of the likelihood of drop-out at the three stages of dismissal. This
test was chosen for its ability to use a mix of variables and its capacity to predict
simultaneously the outcome of the Chapter 13 cases at multiple levels.

[n

this study, the

first three stages of dismissal, namely pre-hearing, pre-confirmation, and postconfirmation were compared to the fourth stage--discharge.
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CHAPTER4
RESULTS

This chapter begins with a description of the demographic and economic variables
as they pertain to discharge and overall dismissal rates. Later, through rigorous data
selection methods, three models were created, each using only a portion of the variables
in the study. The purpose of creating the three separate binary logistic regression models
was to allow for a comparison of the abilities of three types of predictors (i.e.,
demographics, income/expenses, and debts/assets) to predict case outcomes.
Select predictors from each of the three models were then carefully chosen to
produce the final binary logistic regression model. Some variables, though strong
predictors in the isolated models, were highly correlated with other independent
variables. A decision was made, based on the overall fit of the final model and the effect
the items had on other components of the model, to keep or to dispense with those
variables. Once the final binomial logistic model was constructed, its components were
used to estimate a multinomial logistic regression model.

Descriptive Statistics

The first characteristics described in this section are the demographics, followed
by the economic descriptives. Three separate groups of economic characteristics are
described in this section: income and expenses, debts and assets, and financial ratios.
Descriptive characteristics are shown in Tables 4 through 7. Each table contains means
and standard deviations for continuous variables and percentages for those that are
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categorical. In the sample, 73.5% of all Chapter 13 cases were dismissed and 26.5%
achieved discharge.

Sociodemographic Variables

Filing Status
Caution must be used when describing the demographic predictors of discharge in
Chapter 13. Specifically, there is a difference between filing alone and being a single
filer. Filing alone or jointly refers to how the debtor chose to file the bankruptcy petition.
A debtor who files alone may be married at the time they filed, but will choose, for any
number of reasons, to go through with the bankruptcy without their partner. Joint filers ,
or those who chose to file as a couple rather than individually, made up a little more than
half of both the dismissed (51.3%) and discharged (53 .1%) cases in the sample (see Table
4). Except for the pre-hearing stage, over half of the debtors whose cases were dismissed
were joint fi lers. The percentage of women filing alone whose cases were dismissed
prior to the 341 hearing (29.6) exceeded that of men filing alone (27.8).

Marital Status
Dismissed and discharged debtors who were divorced at the time they filed their
Chapter 13 bankruptcy, made up 16.8% and 18 .7% of the sample, respectively. As seen
in Table 4, marital status was not statistically associated with Chapter 13 outcomes (p =
.684). Married debtors in the sample made up 59.0% of the dismissed cases overall, and
59.3% of discharged cases. Single debtors were fairly evenly distributed with 24.3%
being dismissed and 22.0% receiving discharges. Within the subgroups of discharge,
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Table4

Descriptive Statistics of Sociodemographic Chapter /3 Debtor Characteristics
Dismissed
Independent
variables
Sample
Filing status
Male filer
Female filer
Joint filers
Marital status
Married
Divorced
Single
Chi ldren
Yes
No
Household size
I thru 3
4 thru 6
7 thru 9
Employment
Cons/prod
Prof/rnngmnt
Sales/service
Other
None
Dual income
Yes
No
Previous filer
Yes
No
Job tenure in
weeks (Mean,
SD)

Stage I
12.7

Stage 2
29.4

Stage 3
3!.5

Combined
73.5

Discharged
26.5

27.8
29.6
42.6

24.0
23.2
52.8

22.7
23.8
53.5

24.1
24.6
5!.3

23.2
23 .7
53.!

49.6
!6.5
33.9

6!.0
!5.7
23.2

60.8
17.8
2!.3

59.0
16.8
24.3

59.3
!8.7
22.0

70.4
29.6

73.8
26.2

74.8
25.2

73.7
26.3

63.9
36.1

55.7
40.0
4.3

52.4
42.7
4.9

58.4
38.1
3.5

55 .5
40.3
4.2

6!.4
34.0
4.6

36.5
13 .0
30.4
8.7
1!.3

39.3
15.4
28.5
9.7
7.1

42.7
1!.5
3!.1
8.7
5.9

40.3
13.3
29.9
9.1
7.3

35.7
!6.2
30.7
8.3
9.1

3!.3
68.7

39.3
60.7

40.9
59.1

38.6
6!.4

39.8
60.2

32.2
67.8

35.2
64.8

29.4
70.6

32.2
67.8

19.5
80.5

155.1,
245.5

18!.8,
284.9

193.0,
270.4

182.1,
272.1

222.1 ,
331.1

E.
.895

.684

.004

.233

.578

.741

.000

.102

Note. Except for job tenure and p values, all values are percentages of debtors within
each category.
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however, 33.9% of Chapter 13 debtors whose cases were dismissed prior to the 341
hearing were single.

Presence of Children and Household Size
Debtors reporting the presence of children in the household made up 73 .7% of
dismissed debtors and 63.9% of discharged debtors, a statistically significant difference.
Households with one to three members comprised more than half of each bankruptcy
stage. Debtors with households of one to three persons made up 61.4% of those who
continued on to discharge (see Table 4). No statistically significan t difference was found
between the proportions of debtors that achieved discharge and the size of the household.

Employment and Job Tenure
None of the sociodemographic characteristics associated with employment were
statistically significantly different in regards to discharge (see Table 4). Surprisingly,
even job tenure among dismissed and discharged debtors was associated with weak
statistical significance. In general, debtors employed in the construction and production
occupations made up about 40% of the debtors in each subgroup of dismissal. The next
highest occupation within the subgroups was that of sales and service employees (about
30%).

Previous Bankruptcy Filers
Previous bankruptcy petitioners, at least in the past six years, made up nearly one
third of all dismissed debtors (see Table 4). Over 80% of discharged cases in the sample
included debtors who had not filed a bankruptcy petition within the past 6 years.
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According to the results of the chi-square tests of equal distributions, a significantly
lower number of debtors achieved discharge if they had filed a previous bankruptcy
within the past 6 years (p < .00 I).

Economic Variables

Economic debtor characteristics are generall y assumed to be associated with the
debtor's ability to complete their plan. As seen in Table 5, the mean value of per capita
incomes among dismissed debtors ($810) was statistically significantly different than
those of debtors in the population who completed their repayment plans (Mean
=

=

$908, p

.027). No statistically significant differences between the mean values of dismissed

and discharged debtors in the population were present in any of the other income and
expense variables and no signi fi cant differences were noticeab le during the stages of
dismissal.

Debt
Overall mean amounts of total debt among discharged and dismissed debtors in
the population were not stati stically significantly different from each other as seen in
Table 6 (p = .927). When the components of total debt were further exp lored, however,
statistically significant mean values began to emerge. Specifically, the mean values of
unsecured non-priority and unsecured priority debts were stati sti call y sign ificantl y
different among those who comp leted their repayment plans (discharge) and those w ho
did not (dismissal).
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Table 5

Descriptive Statistics for Incom e and Expense Characteristics
Dismissed
Independent
variables
Income (dollars)
Household
monthly
income
Per capita
income
Remaining
income
Expenses (dollars)
Monthly
expenses
Monthly
housing
expenses
Chapter 13
trustee
a ent

Stage I

Stage 2

Stage 3

Combined

Discharged

[!_

2,141
(I ,344)

2,223
(1,262)

2,060
(867)

2,139
(1 , 127)

2,177
(875)

.600

838
(620)
1,747
(I ,057)

838
(832)
1,848
(1,094)

773
(500)
1,744
(782)

810
(670)
1,786
(966)

908
(558)
1,849
(794)

.027

1,748
(1,058)
687
(479)

1,851
(1 ,092)
713
(517)

1,744
(782)
612
(391)

1,788
(964)
665
(462)

1,851
(792)
622
(326)

394
(483)

375
(291)

316
(190)

353
(300)

327
(215)

.319

.317
.115

.154

As seen in Table 6, the nature of each subcategory of total debt was, in general,
associated with levels of statistical significance. Mean amounts of mortgage arrears were
significantly larger among dismissed debtors compared to those who had achieved
discharge (p = .000). The highest mean levels of mortgage arrears were found in the
second stage of dismissal prior to confirmation of the repayment plan ($2, 126). Mean
total vehicle debt was also statistically significantly greater (p

=

.001) for debtors whose

cases were dismissed versus those who achieved discharge. Within the subgroups of
dismissal, the mean vehicle debts were very similar (see Table 6).
Counterintuitively, mean levels of unsecured non-priority debts such as medical
bills, were statically significantly greater among di scharged debtors (p = .002). It had
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been expected (but not formally hypothesized) that lower levels of unsecured nonpriority debts would result in shorter, more accomplishable repayment plans. In regard to
dismissals, mean values were higher among debtors whose cases were dismissed prior to
the 341 hearing and before confirmation of the debtor's repayment plan than for those
whose cases were dismissed post confirmation.
Mean levels of priority status debts such as child support and alimony were
significantly greater (p

=

.007) among dismissed debtors versus those who achieved

discharge. The components of the overall priority debt levels such as levels of past due
taxes (p = .039) also had distinguishing mean values. Debtors whose cases were
dismissed held past due tax debt levels that were statistically significantly higher than
those of debtors who achieved discharge (see Table 6).

Table 6
Descriptive Statistics for Debt and Asset Characteristics
Dismissed
Independent
variables
Debts
Total debt
Secured debt
Presence of
mortgage
Yes(%)
No(%)
Mortgage debt
Multiple
mortgages
Yes(%)
No(%)

Stage I

Stage 2

Stage 3

76,906
(80,598)
52,339
(66,065)

88,619
(89,971)
65,469
(78,072)

64,966
(74,608)
46,661
(66,093)

Combined
76,476
(82,661)
55,156
(71,541)

Discharged
75,984
(66,797)
49,809
(56,434)

1.!.

.927
.242
.352

40.9
59.1
38,730
(58,821)

49.8
50.2
51,452
(7 1,364)

34.6
65.4
32,892
(56,796)

41.8
58.2
41,315
(63,823)

45.2
54.8
39,109
(51,791)

.595
.705

19.1
80.9

26.6
73.4

13.3
86.7

19.6
80.4

20.7
79.3
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Table 6 (continued)
Dismissed
Independent
variables
Mortgage
arrears
Vehicl e debt
Unsecured
non-priority
debt
Unsecured
priority debt
Presence of
tax debt
Yes(%)
No(%)
Tax debt
Presence of
past due
child support
I alimony
Yes(%)
No(%)
Past due child
support
I alimony
Presence of
past due
student loan
payments
Yes(%)
No(%)
Past due
student loan
payments
Assets
Value of home
Value of
vehicle(s)

Stage I

Stage 2

Stage 3

Combined

Discharged

1,745
(4, !50)
7,007
(8,092)
19,266
(27,216)

2,126
(5 ,281)
7,122
(9,801)
19,126
(23 ,964)

741
(2,252)
7,430
(8 ,219)
15,896
(18 ,088)

1,468
(4,080)
7,234
(8,854)
17,767
(22,317)

527
(2, 135)
5,278
(7, 170)
24,178
(28,869)

5,301
(19,414)

4,025
(11 ,491)

2,046
(5,152)

3,397
(11,401)

1,997
(4,289)

p
.000
.001
.002

.007.
.053

33.0
67.0
4,499
(19,333)

46.8
53.2
2,878
(10,598)

37.1
62.9
1,311
(3,823)

40.3
59.7
2,486
(10,783)

33.2
66.8
1,489
(3,764)

.039
.268

10.4
89.6
684
(2,605)

12.0
88.0
818
(3,258)

7.7
92.3
485
(2,656)

9.9
90.1
652
(2,904)

7.5
92.5
2,904
(112)

.023

.660

2.6
97.4
117
(865)

2.6
97.4
323
(2,944)

3.8
96.2
251
(I ,993)

3.1
96.9
256
(2,299)

3.7
96.3
200
(1 ,374)

52,555
(75,306)
5,669
(6,723)

64,2 17
(92,120)
6,300
(9,017)

39,256
(63,425)
6,066
{6,800)

51,523
(78,750)
6,091
(7, 743)

48,836
(61 ,575)
4,745
{6,338)

.652

.591
.008
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Financial Ratios
Among the ratios calcu lated to illustrate the interaction of certain variables, those
that had the most significantly different mean values were the following: unsecured
debts as a share of total debts (p = .017), mortgage arrears as a share of total debts (p =
.000), and mortgage arrears as a share of income (p = .00 I). As seen in Table 7, the mean
values of the debt to income ratio were the least distinguishable among dismissed and
discharged debtors (p

=

.865).

Table 7
Descriptive Statistics for Ratio Variables
Dismissed
Independent
variables
Ratios
Debt to
income

Stage I

Stage 2

Stage 3

Combined

Discharged

£!.

2.78
(2.16)

3.06
(2.24)

2.46
(2.16)

2.76
(2.21)

2.78
( 1.97)

.865

Expense to
income

0.82
(.1 0)

0.83
(0.11)

0.84
(0.08)

0.83
(0.10)

0.85
(0.08)

.076

Trustee
payment to
income

0.23
(0.17)

.022
(0.15)

0.21
(0.14)

0.22
(0.15)

0.20
(0.16)

.145

Share of
debt that is
secured

.053
(.035)

0.59
(.033)

0.54
(0.32)

0.56
(0.33)

0.51
(0.33)

.075

Share of
debt that is
unsecured

0.40
(0.33)

0.34
(0.29)

0.40
(0.30)

.038
(0.30)

0.43
(0.31)

.017

non-Eriorit~
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Generally speaking, the elements of each debt portfolio (i.e., past due child
support and mortgage arrears) contributed more to understanding the factors related to
completion rates than the overall debt class (i.e., secured or unsecured). Economic debtor
characteristics were originally believed to be more closely associated with case outcomes.
Very little research on completion rates of Chapter 13 debtors focused on the
sociodemographic characteristics of the debtors. It is clear, however, that using
economic characteristics alone to describe case outcomes is not empirically sound.
The distinction is made between sociodemographic and economic debtor
characteristics. More economic variables were available in the bankruptcy fil es than
sociodemographic characteristics; however, the following paragraphs explain the
mechanisms used to identify demographic and economic predictors of discharge net of
the effect of other variables. By this method, an even better judgment of the ability of
each type of debtor characteristic to predict case outcomes can be achieved.

Binary Logistic Regress ion Results

Throughout the data exploration phase, several statistically significant predictors
emerged that were not foreseen in the original hypotheses. The following section
discusses the various effects of individual variab les grouped into similar categories (i.e.,
demographics, mortgage debt, assets and expenses) on the debtors' case dispositions.
The purpose of using binary logistic regression was to predict a dichotomous or
categori cal dependent variable from a set of predictor variables. The predictors were
allowed to be a mix of categorical and continuous variables. The dependent variable was
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a dichotomy that measured whether or not the debtor obtained a discharge of their
unsecured debts.
Three carefully chosen sets of combined variables were used to create the model
for the binary logistic regression analysis. Each combination was analyzed separately
from the others in order to make a useful comparison of each set of variables and its
ability to predict the outcome of the dependent variable. The first combination included
sociodemographic variables such as marital status and occupation that are available in the
bankruptcy files .
The second group tested the ability of resource allocation variables such as
monthly income and expenses, to predict the likelihood of discharge among the Chapter
13 debtors. A third model, created by combining the various debt variables with those
measuring the value of certain assets, predicted the outcome of the case as well. Using
the best predictors from each of the three combinations, a final binary logistic regression
model was created.

Sociodemographic Predictors

The sociodemographic model consisted of six variables, chosen for their
theoretical and statistical salience. They included the dichotomies of being a single filer,
the presence of children, and an interaction term to measure the effect of being single and
its impact on the presence of children as a predictor of discharge. Having no occupation
as compared to having been employed at the time of filing was also included as well as
the tenure of the primary debtor in his or her occupation prior to filing. Finally, the
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presence of a previous bankruptcy was included in this model to measure its ability to
predict the outcome of the sampled cases.
The first hypothesis stated that the presence of children would have a negative
impact on the debtor's case outcome. Infeasible budgets and the volatility of childhood
health could contribute to the debtor's inability to continue paying the trustee each month
for the next three to five years. The results of the binary logistic regression analysis
indeed suggested that the presence of children diminished the chances of discharge
among debtors by 45.4% (see Table 8). Single debtors with dependent children were
expected to be more likely to drop out of a Chapter 13 repayment plan prior to discharge
than married and divorced debtors. Indeed, being single was negatively associated with
attaining a Chapter 13 discharge.
One of the most significant predictors of the likelihood of failure to discharge was
the presence of a previous bankruptcy. Debtors were highly unlikely to complete their
repayment plans if they had one or more prior filings. The sixth research hypothes is
declared that a positive relationship would exist between the likelihood of discharge and
whether or not the debtor had filed once previously. However, that hypothesis was not
supported. The presence of one or more bankruptcies greatly diminished the likelihood of
a debtor completing their repayment plan (see table 8).
Among the six sociodemographic variables chosen to predict the binary outcome
of the likelihood of discharge, four were statistically significant at the p level of .05: the
single vs. married and divorced dichotomy (p = .035), the presence of children variable (p

= .002), job tenure in years (p = .0 15), and the presence of a previous bankruptcy (p =
.000).
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Table 8
Sociodemographic Case Outcome Predictors

B

Variables
Single

Exp_ (B)

-.590*

.554

.222

l.246

Children

-.682**

.506

Previous filer

-.7 16***

.489

No work

.264

1.303

Job tenure

.034*

l.034

Single* chi ldren

Intercept
-2 Log-Likelihood

-.373

.688

961.622

Psuedo R2

.054

*p < .05. **p < .01. ***p < .00 1

Being single as compared to being divorced or married reduced the likelihood of
discharge by 44.6%. The presence of children in the household also diminished the
likelihood of discharge by nearly 50%. Debtors with a previous bankruptcy were over
50% less likely to complete thei r repayment plan compared to first-time filers. Norberg's
(1999) discovery that debtors with one previous filing were significantly more likely to
attain a discharge of their unsecured debts was not supported. The interaction term was
not found to be a significant predictor of case outcome and was included in association
with the literature review.
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Job tenure among the debtors was positively and significantly assoc iated with
the likelihood of discharge. A one year increase in job tenure could be attributed to a
3.4% increase in the likel ihood of completing a Chapter 13 repayment plan. During the
process of variable selection for the models, job tenure was consistently a significant
predictor of discharge. None of the occupational categories was statistically significant
in predicting discharge.

Economic Predictors

The third hypothesis stated that the per-capita income of the debtors was expected
to be positively associated with discharge, meaning the debtors were more likely to
complete their 3-to-5-year repayment plan. The results supported the hypothesis showing
a positive association among per-capita income and the likelihood of discharge.

Table 9
Income and Expense Case Outcome Predictors

Variables
Housing expense

B

Exrz(B)

-.074**

.929

Remaining income

.260*

1.297

Per capita income

.022

1.023

Intercept

-1.205***

-2 Log-Likelihood
Psuedo R

2

1039.484
.019

*p < .05. **p < .0 1. ***p < .001

.300
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As the per-capita income increased in units of$1,000, the likelihood of plan
completion also increased. The results of this test, however, were not statistically
significant.
Note that variables not included in this model because of their weak statistical
significance and overall weakening effect on the model included monthly income,
monthly expenses, the expense to income ratio and the Chapter 13 trustee payment to
income ratio. However, in accordance with the fourth hypothesis, a debtor's remaining
monthly income after paying the trustee was positively associated with the likelihood of
discharge. This result suggested that as the amount of income unencumbered by the
bankruptcy courts increased, the likelihood of receiving a discharge improved by 29. 7%.
Monthly income and remaining income were slightly correlated (r = .365, p

= .000).

This

predictor variable was stati sticall y significant at the 5% level.
The top predictors among combinations of income and ex pense variables were
monthly housing payments (p = .005), and remaining income (p = .034) which measured
the debtor' s monthly income minus the Chapter 13 trustee payment. As a debtor's
housing payments increased by $100 (the unit of measurement for housing payments),
the likelihood that they would complete their repayment plan lessened by 7 .I%.
Increases in remaining income, however, had the opposite effect on the likelihood
of plan completion. Every $ 100 increase in remaining income led to a 30% increase in
the likelihood of discharge. The effect of per-capita income on the likelihood of
discharge from unsecured debt obligations was statistically insignificant (p = .094).
However, its practical significance cannot be ignored.
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Debts and Assets

Among the debt and asset variables measuring debts and assets, the best
predictors were the presence of a mortgage (p

= .002), mortgage arrears (p = .006), the

quantity of unsecured non-priority debts (p = .000), past-due child support and alimony
payment amounts (p

=

.048), the debt to income ratio (p = .044), and the value of all

vehicles owned by the debtor (p = .006). The presence of tax debt and the ratio of
mortgage arrears to annual income were insignificant predictors of discharge.

Table 10
Debt and Asset Case Outcome Predictors

Variables
Presence of mortgage

B
.753**

Exp(B)
2.122

Mortgage arrears

-.268**

.765

Presence of tax debt

-.233

.792

Unsecured non-priority debts

.162***

1.175

Past due child support I alimony

-.087*

.9 17

Value of all vehicles

-.033**

.968

Debt-to-income ratio

-.130*

.878

Mortgage arrears as a
share of income

2.892

Intercept

-.877***

-2 Log-Likelihood
Psuedo R2

*p < .05. **p < .01. ***p < .001

993.545
.090

18.033
.416

54
Bankruptcy filers who have a mortgage were over twice as likely to reach the
discharge stage. Meanwhi le, a $ 1,000 increase in mortgage arrears was associated w ith a
23.5% decrease in the likelihood of completing a Chapter 13 repayment plan. Clearl y
home ownership plays a key role in the debtor's decision to remain in bankruptcy but
falling behind on mortgage payments adversely affects one's chances of surviving the
process.
These results revealed the best three independent groups of predictors. The best
overall model of independent predictors and its ability to predict the outcome of the
dependent variable or the outcome of the debtor's case was constructed from the
variables found in the three previously examined combinations. This model included
only those variables which were theoretically and statistically relevant to Chapter 13
repayment plan completion rates. Some key variables found in the above combinations
may have been highly correlated with other variables from a different group. Because of
concerns about multicollinearity, pairs of variables with correlations over 0.4 were
examined. The theoretical significance of each correlated variable, followed by its ability
to explain the most vari ance in the dependent variable was determined before being
omitted from the final model.

Final Binary Logistic Regression Model

Sociodemographic Predictors

The marital status of the debtor at the time of filing affected the probability of
discharge (see Table 11 ). Being a single debtor was negatively associated wi th di scharge
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Table 11
Final Binary Logistic Regression Model
Variables

B

Exp{B)

Sociodemographics
Single

-.530*

.588

Presence of children

-.575**

.563

Previous bankruptcy

-.666**

.514

.033*

1.034

Job tenure
Economic Variables
Monthly house payment
Unsecured non-priority debts
Past due child support I alimony
Presence of mortgage

-.040
.127**
-.080

.961
1.135
.923

.482*

1.619

Mortgage arrears

-. 148**

.863

Vehicle value

-.034**

.966

-.283

.753

Intercept
Chi-square
-2 log likelihood
Psuedo R2
*p < .05. **p < .01. ***p < .001

74.70***
919.098
.122

56
to a statistically significant degree (p = .015). Thus, marital status was a better
predictor of discharge than filing status.
The effect of having children present in the household was a consistently strong
predictor of the likelihood of a debtor failing to complete their repayment plan. This
finding supported the hypothesis that the costs associated with a larger family have a
negative impact on the debtor' s ability to complete their Chapter 13 repayment plan.
With ali of the debtor's disposable income being allocated to their repayment plan, any
negative economic shock could cause the debtor to be unable to make their monthly plan
payment. More family members increase the chances for unplanned expenses.
Having a previous bankruptcy was another significant predictor of a debtor's
failure to make it to discharge. Debtors were required to include the case number of any
previous bankruptcy they filed six years previous to the current petition. The bankruptcy
files did not specify the chapter of the prior bankruptcy or the disposition of that case.
The presence of a previous bankruptcy lessened the chances of a debtor attaining
discharge by 48.6% (see Table II).
The only variable associated with a debtor's occupation that explained the
disposition of the debtor's case was job tenure. An increase in job tenure was associated
with a greater likelihood of realizing discharge. The results were statistically significant
(p

=

.021) and an increase in job tenure increased the debtor's likelihood of completing

their repayment plan by 3.4%.
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Economic Predictors

The amount of money spent each month towards renting or owning was
negatively associated with plan completion (p = .099) but was not statistically significant.
Surprisingly, none of the variables associated with the debtor's income and expenses
were helpful in predicting the likelihood of discharge among Chapter 13 debtors.
As the amounts of past due child support and alimony grew in increments of
$1 ,000, debtors were less likely to complete their repayment plans. However, this
variable was a weak predictor of a debtor's failure to complete their repayment plan (p =
.071).

The presence of a mortgage was positively associated with the likelihood of
discharge at a statistically significant level (p = .011). Having a mortgage increased the
debtor' s chances of completing their repayment plan by 61. 9%. The positive relationship
between the likelihood of plan completion and the presence of a mortgage maintains the
findings presented by Norberg ( 1999) that debtors with encumbered property were more
likely to complete their repayment plans. The amount of past due debt associated with
the debtor's mortgage was a highly significant predictor of discharge as well.
As mortgage arrears increased in increments of $1,000 the like lihood of discharge
decreased by 13.7%. The amount of mortgage arrears a debtor owed was a highly
significant predictor of a debtor's failure to complete their repayment plan (p

=

.002).

This finding supported the hypothesis that debtors may have been more concerned about
catching up on their mortgage payments than successfully completing their Chapter 13
repayment plan.
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The only assets analyzed in the research were home values and vehicle values.
But because these two variables were so highly correlated with housing debts and vehicle
debts, their predicting powers were lost to collinearity when modeled together with their
debt equivalent characteristic. The value of all vehicles owned by a debtor at the time of
filing was chosen as the sole asset variable to be used in the model because it was a
highly significant predictor (p = .006) of the likelihood of discharge.

Multinomial Logistic Regression Model

Multinomial logistic regression was used to identify groups of variables that best
predicted the likelihood of dismissal at three separate stages of the Chapter 13 bankruptcy
process prior to discharge. This type of logistic regression should be used when the
dependent variable has more than two categories. The dependent variable in this study
had four possible outcomes.
Stage one (pre-hearing) was a dichotomy of debtors being dismissed before they
attended the 341 hearing (12 .7%). Stage two (pre-confirmation) captured those whose
cases were dismissed following the 341 hearing but prior to confirmation or court
approval of the repayment plan (29.4%). Stage three (post-confirmation) was a
measurement of those repayment plans that were confirmed or approved by the
bankruptcy court but were never completed (31.5%). Finally, stage four (the discharge
category of the dependent variable) assessed all those who completed their repayment
plans (26.5%).
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Sociodemographic Predictors

The coefficients for being a single debtor were positive throughout all three stages
of dismissal but statistically significant for the first two stages only (see Table 12). These
results implied that single filers were more likely than married and divorced filers to have
their cases dismissed at stage one and stage two than to reach a discharge of their
unsecured debts. In fact, as indicated in Table 12 from the column labeled Exp(B), a
single debtor was 3.2 times more likely at stage one and 1.8 times more likely at stage
two than married or divorced debtors to have their case dismissed than complete their
repayment plan.
The "presence of children" coefficients were consistently positive and statistically
significantly different from zero throughout all three stages of dismissal (see Table 12).
Debtors with chi ldren were 2.0, 1.8, and 1.7 times more likely than debtors without
children to be dismissed at stages one, two and three respectively. Generally, the
presence of children was associated with a diminished probability of making it to
discharge.
The presence of a previous bankruptcy filing was associated with lower
probabilities of making it to discharge throughout all three stages. Previous filers as
compared to first time filers were 2.1 times more likely to have their cases dismissed
before the 341 hearing. The probability of dismissing at stage two rather than completing
the repayment plan was 2.2 times greater for debtors with a previous bankruptcy.
And finally, previous fi lers were 1.7 times more likely than their first-time filer
counterparts to be dismissed after their repayment plans were approved (see Table 12).
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The coefficients of the job tenure variable were statistically significantly
different from zero at the first two stages of dismissal but not at the third. By and large,
lower job tenure was associated with early dismissal, suggesting that job volatility plays a
significant role in completion rates among Chapter 13 debtors.

Table 12
Multinomial Logistic Regression Model

Dismissed
Stage 2

Stage I
Variables

B

ExefB2

B

Stage 3

Exe(BJ

B

ExefBJ

Sociodemographics
Single
Presence of
children
Previous filer
Job tenure

1.177***
.703 *

3.244
2.020

.604*
.573*

1.830
1.773

.210
.535*

1.234
1.708

.79 1**
-.058*

2.052
.944

.79 1***
-.042*

2.206
.959

.542*
-.0 19

1.720
.98 1

.067

1.069

.048

1.049

.023

1.024

-.130*

.878

-.096*

.908

.090

1.094

.104*

1.109

.049

1.050

-.556

.574

.767

-.616*

.540

1.194
1.038

.095
.034*

1.100
1.034

Economic variables
Monthly house
payment
Unsecured nonpriority debts
Past due chi ld
support I alimony
Presence of
mortgage
Mortgage arrears
Vehicle value
Intercept
Chi-square
-2 log likelihood
Psuedo R2

.167**
.030
-1.845***
114.807***
2162.612
.135

Reference category: Discharged
*p > .05. **p > .0 1. ***p > .00 1.

1.182
1.031

-.265
.177***
.037**
-.963 ***

-.159**

-.168

.853
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Economic Predictors

Higher housing expenses were associated with being dismissed at stage one and
stage two but none of the coefficients for this variable were statistically signi ficant (p =
.054 and .239, respectively). In general, high housing payments were linked to increased
probabilities of early dismissal.
The debt variables that were included in the final multinomial logistic regression
model were: unsecured non-priority debt levels, past due child support and alimony
amounts, the presence of a mortgage and the levels of mortgage arrears. At all three
stages of dismissal the coefficients for unsecured debt levels were negative and
statistically significantly different from zero. On the whole, higher levels of unsecured
non-priority debt were associated with a greater probability of making it to discharge.
The presence of a mortgage greatly increased the chances of discharge. At the
first two stages of dismi ssal, the coefficients for the presence of mortgage variable were
not statistically significantly different from zero. However, debtors with a mortgage were
54% less likely than those with no mortgage to drop out at the third stage of dismissal, or
rather, after confirmation of their repayment plan.
The central findings of this study are displayed in Table 13. A mix of
sociodemographic and economic variables was used to create the best group of predictors
of drop out at each stage of dismissal. Those variables with the most relevance to social
and financial policy were discussed in the results and implications will be drawn in the
following chapter for policy makers, bankruptcy law professionals, and financial
planners.
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Table 13
Summary of Chief Findings in the Study

Dismissed
Stage 2

Stage I
Variables

Single

B
1.177***

Exe_(B)

B

Stage 3

Exe_(_B)

B

Exe_(B)

3.244

.604*

1.830

.210

1.234

Presence of
children

.703*

2.020

.573*

1.773

.535*

1.708

Previous bankruptcy

.791 **

2.052

.791 ***

2.206

.542*

1.720

Unsecured non-priority
debts

-.130*

.878

-.096*

.908

-.1 59**

.853

Presence of mortgage

-.556

.574

-.265

.767

-.6 16*

.540

Reference category: Discharged
*p > .05 . **p > .0 1. ***p > .001 .
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CHAPTER 5
DISCUSSION AND IMPLICATIONS

Discussion

This chapter presents the conclusions of the study and links those conc lusions to
the related literature. The practical importance of this study is discussed along with
implications for the bankruptcy system and those who administer bankruptcy law. The
limitations of the study are discussed and fin ally, some suggestions for future research are
offered.
The principal finding of the study was not necessarily what was found, rather
what was not found . Contrary to expectations the completion of a Chapter 13 repayment
plan was not associated with a debtor's mon thly income or their ex penses. Neither the
amount of remaining income left over after the Chapter 13 repayment, per-capita income,
nor debt as a share of annual income was a s ign ificant predictor o f discharge. Most of the
characteristics assoc iated with the likelihood of a dismissed case had little to do with the
debtor's inability to make their plan payments. Instead, the individual effects of bein g a
single debtor, having children present in the household, and having a previous
bankruptcy, holding all other variables constant, decreased the odds of making it to
discharge by nearl y 50% for each vari able.
Other important findin gs suggest that higher mortgage arrears were associated
with the likelihood of dismissal both at the pre-hearing and pre-confirmation stages. It
appears as though debtors with higher levels of mortgage arrears file Chapter 13
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bankruptcy to save their homes from foreclosure only to leave the bankruptcy system
once they get caught up on their mortgage payments.

Sociodemographic Predictors

Single debtors as compared to married and divorced debtors were 3.2 ti mes more
likely to be dismissed before their 341 hearing and 1.8 times more likely to be dismissed
prior to confirmation than make it to discharge. In general, single debtors were
associated with higher probabilities of early dismissal. Without information regarding
the intentions of single debtors, it is difficult to understand these early dismissal rates.
Cases in which children were present were likewise prone to early dismissal
compared to debtors with no dependents. Debtors with dependent chi ldren were 2.0
times more likely to be dismissed prior to the 341 hearing than those with no children
present. The difficulty of making the Chapter 13 payment each month can be
compounded by the presence of children. Debtors were expected to li ve on their
disposable income for three to fi ve years. Any mi shap or catastrophe such as sickness or
injury to any family members could have left the debtor unable to make their trustee
payment.
The predicted probability of dismissal at stages one (pre-hearing) and two (preconfirmation) of the bankruptcy process was two times higher for previous bankruptcy
filers than for first time filers. Thus, debtors with more than one prior filing seemed to be
usi ng their experience to accomplish goals o ther than discharge. In this study, debtors
who reported any number of previous filin gs were 48.6% less likely to make it to
discharge compared to filers with no previous bankruptcy in the last six years. ln
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contrast, Norberg ( 1999) found that debtors with one previous bankruptcy were more
likely than those with multiple previous bankruptcies to make it to discharge.

Economic Predictors

The presence of a mortgage increased the chances of a debtor making it to
discharge by 46%. This predictor is believed to be the result of the debtor's desire to
retain their property. The economic incentives of filing a Chapter 13 bankruptcy are
perhaps among the greatest for homeowners. However, one does not need to comp lete a
Chapter 13 repayment plan to avoid foreclosure and keep their home. Once the debtor
engages the automatic stay by filing a Chapter 13 bankruptcy, they have time to repay
arrears. Once the arrears are paid, the homeowner debtor has little incentive to continue
in the repayment plan.
In fact, as the amount of mortgage arrears increased for the debtors in this study,
the likelihood of dismissal at stages one (pre-hearing) and two (pre-confirmation) of the
bankruptcy process improved by roughly 20%. This finding suggests that those debtors
who filed a Chapter 13 bankruptcy and were shouldering high amounts of mortgage
arrears were more interested in saving their homes from foreclosure than di schargi ng
their unsecured debts. These debtors may have been unab le to maintain their mortgage
payments due to job loss, health costs, etc. The debtors may have been able to make their
mortgage payment but, due to unforeseen circumstances, it was no longer affordable.
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Implications

Financial institutions, consumer bankruptcy lawyers, and Chapter 13 trustees can
use these findings to help improve the currently low completion rates for Chapter 13
debtors. A potential link exists between Utah's number one status in per-household
bankruptcy filings and the high Chapter 13 dismissal rate. Perhaps if more Utah debtors
filed Chapter 7 bankruptcies, the total filing rates would decrease due to fewer repeat
Chapter 13s. Attorneys should be more selective in filing Chapter 13 bankruptcies.
Trustees have the ability to approve fewer Chapter 13 bankruptcies and should exercise
that power. If the debtor has a history of multiple Chapter 13s, for instance, their case
should be carefully scrutinized.
Legal professionals engaged in the day-to-day practice of bankruptcy law will be
able to use the results from this study to identify those debtors who have a high potential
for early dismissal. Debtors may be ill informed of the low completion rates of Chapter
13, although some debtors may insist on a Chapter 13 bankruptcy to repay something to
their creditors, or their attorneys may be encouraging Chapter 13 due to local legal
culture. This desire to repay debts, however, may be thwarted by failure to remain in
bankruptcy long enough to reach their goal. Those debtors most likely to be dismissed
should be warned of the risks of Chapter 13 upfront and perhaps be directed to a Chapter
7 bankruptcy.
For those debtors who insist on a Chapter 13 bankruptcy, attorneys must be
prepared to assist in the creation of meaningful repayment plans and be able to check on
the debtor's progress. However, due to the financial restrictions of the attorney, helping
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debtors remain in bankruptcy may require greater participation from the bankruptcy
court. Initiatives geared towards more sensib le budget creation may requ ire additional
staffing, within the bankruptcy court, of licensed financial counselors. Financial
counselors working in th e Chapter 13 bankruptcy system would provide the professional
expertise needed to ensure that repayment plans and budgets are as realistic as possible.
Financial counselors could also help the debtors adj ust to living within their budgets.
This way, debtors will be able to remain in the bankruptcy system long enough to achieve
discharge and a financial fresh start.

Li mi tati ons

The chief limitation of this study was the lack of information regarding debtors'
intentions. Very little is known about the reasons and purposes for which the debtors
choose to file Chapter 13. Other limitations include the lack of demographic information
on the age, education, ethnicity, and even gender of the debtors. The bankruptcy fil es do
not require submi ssion of any of this information so only about one third of the cases in
the original sample indicated an age for the princi pal debtor and an even smaller portion
provided the age of their spouse. The best proxy for age was single filing status since
they tended to be younger than married and divorced filers among those who reported an
age (median age for single filers: 27 years vs. 3 1 years for non-single fil ers).
Present occupation served as a loose proxy for educational attainment. However,
it cannot be assumed, for instance, that a sales and service employee has more or less
education than someone emp loyed as a manager. lnformation regarding a debtor's age,
education, ethnicity, and gender would be best obtained through a survey, collected trom
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debtors at their 341 hearing. None of the occupational codes were significant enough
to be included in the final model.
Financial information collected at the time of filing is only a snapshot of the
debtor's economic situation. Changes in income and expenses may have occurred in the
previous few years that lead to the debtor's current problems. The debtor's income
reported on the initial petition may have been sufficient before certain financially
devastating events occurred in their lives; or debt may have been incurred when income
was substantially higher. Other limitations of the study include its narrow
generalizability. The population to which the findings can be generalized are 1997
Chapter 13 filers in the district of Utah.

Future Research

Debtor's Intentions at the Time of Filing

The results of this study clearly show that a large number of debtors, particularly
those who are single, those with children, debtors with a previous bankruptcy and those
with higher mortgage arrears are prone to dismiss prior to their 341 hearing. In this
district, the 341 hearing is held within 30 to 40 days of the initial petition. A portion of
the debtors who leave the system so early may be unnecessarily inflating the bankruptcy
rate in Utah by re-filing at a later date.
Understanding the reasons why these debtors leave the system so early could be
studied by choosing a random sample of local Chapter 13 attorneys and collecting data in
regards to the debtor's initial intentions. Attorney's offices provide researchers the
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opportunity to approach the debtors at their first action towards consumer bankruptcy.
Once those intentions are collected, the sampled debtors could be followed throughout
the bankruptcy process. Case outcomes could then be compared across a range of
categorized intentions. The risks associated with this type of research are mainly in
regard to socially acceptable responses. Debtors may not be willing to admit their true
intentions at the beginning of the bankruptcy process. The results from such a study
could be used by all parties interested in a more effici ent bankruptcy process.
Lawyers will be able to use the results of such research to eventually render better
services for less money, give better adv ice to their clients and to run their offices wi th
more effi ciency. The bankruptcy system as a whole can benefit from the results o f the
proposed study by increasing the understanding of dismissal rates as well as lowering the
costs assoc iated with repeat filings.

"Success" in Chapter 13 Bankruptcy

"Success" is a controversial term when referring to bankruptcy completion rates.
Some debtors who file a Chapter 13 may never intend to complete their repayment plan.
Once a debtor has repaid their secured and/or priority debt arrearages such as past due
mortgage and/or chi ld support payments, they may consider the bankruptcy a success.
Since they are legally allowed to file a Chapter 7 bankruptcy shortly after dismissal from
Chapter 13, it may also be to their advantage to convert to a Chapter 7 bankruptcy and
eliminate all of their remaining unsecured debts. Debtors might simply stop paying the
Chapter 13 payments as well because most of their creditors have already written those
debts off as a loss.
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This study found that as mortgage arrears increased in units of $1,000, their
likelihood of pre-confirmation dismissal also rose. That means the debtors fi led
bankruptcy, then within less than a year (sometimes less than 6 months), stopped paying
their trustee payment and were dismissed . T hese debtors were in trouble. Their home
may have been slated for foreclosure and the only way they knew how to prevent the loss
of thei r home was through a Chapter 13 bankruptcy. Once they stopped the foreclosure
sale, the debtor's no longer felt pressure to make their monthly trustee payment.
ln conclusion, research related to dismissal rates can potentially illuminate the

negative impacts on debtors, creditors and tax payers. Debtors may suffer from feelings
of failure while creditors lose potential repayment and tax payers are impacted indirectly
through hi gher court costs due to increasing repeat case loads. This study compl iments
the current literature in regards to Chapter 13 completion rates and adds another
dimension of analysis. Although limited to one district, thi s study was the first to
exam ine the likelihood of dismissal at three stages of bankruptcy prior to di scharge. The
study concluded that single debtors, debtors with children, debtors with previous
bankruptcies and those with higher levels of mortgage arrears were the most likely to be
di smissed before completion of their repayment plan. Plan completion was generally
achieved by those with higher job tenure and debtors with a mortgage.
Knowledge of these results can be useful to Chapter 13 bankruptcy lawyers,
trustees and judges. These professionals will be able to better serve the consumers of
bankruptcy as well as the community in which they administer bankruptcy law by
increasing their understanding of which debtors are likely to exit the bankruptcy system
prior to their 34 1 hearing (n

= 115, 12.7%), prior to confirmation (n = 267, 29.4%), and
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post confinnation (n

=

286, 31.5%). Lawyers will find it particularly useful in regards

to efficiency and cost minimi zation. The results of this study provide ample infonnation
to assist them in the advice they give to their clients, as well as with whom to spend more
time in the beginning of the bankruptcy process in order to see them through to discharge.
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Twenty-eight different occupations were found within the sample. These
occupations were divided into five categories: Construction and production, professional
and management, sales and service, other and not working. Occupations included within
the construction and production category included installation, maintenance and repair;
construction and extraction; transportation and material moving; production; and
equipment operator occupations. Included in the professional and management category
were management; business and financial operations; education, training, and library;
community and social services; computer and mathematical; architecture and
engineering; arts, design, entertainment, sports, and media; legal; and life, physical and
social sciences occupations.
Sales and service jobs include sales and related; office and administrative support;
building and grounds cleaning and maintenance; healthcare support; food preparation and
serving related; protective services; and personal care and service occupations.
Occupations found within the other category were self-employed; miscellaneous; military
specific; and farming, fishing and forestry occupations. Debtors who were unemployed,
retired and disabled were grouped in the no work category.
Dummy variables for all five occupational categories were created using the
number one to represent the reference variable (i.e. construction and production
occupations) and the number zero to represent all other occupational groups. The
occupations were grouped according to a recent statistical table created for the U.S.
Bureau of the Census' Current Population Survey (CPS, 2004). Occupation was the
variable most assoc iated with educational attainment and was therefore chosen as a proxy
for education.

